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KEY ECONOMIC INDICATORS 
(Millions of U.S.dollars unless otherwise indicated) 
% Change * 
1982 1983 83/82 


GDP at Market Prices (nominal) 6245.2 5684.7 
Private Consumption c*) 3995.3 ge7155 
Public Consumption 2 1237.5 1173.2 
Gross Fixed Capital Formation (") 1399.4 1118.4 
Change in Stocks (nominal) 141.3 82.1 
Less Imports -1713.0 1416.4 
Plus Exports (nominal ) 1042.1 916.4 

Population at Mid-Year (millions) ST at 18.4 

Per Capita GDP (nominal) 315.9 309.0 

Per Capita GDP (1976 prices) 215.0 146.1 

Consumer Price Index (1976=100) 214.0 245.0 

Total Money and Quasi Money 1956.4 1669.0 

Net Domestic Credit 2297.9 1870.0 

Of Which: Private L5L 7d 1147.0 
Public 980.8 723.9 

Rediscount Rate - Treas.Bills (%) +3,5 ed 

Savings Deposits (percent) 42.5 42.5 

Loans and Advances (Max. $%) 16.0 15.0 
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Balance of Payments 1982 


Exports 
Of which to U.S. 
Imports 
Of which from U S 
Trade Balance 
Net Services and Transfers 
Current Account Balance 
Capital Account Balance 
Overall Balance 
Gross Foreign Exchange Reserves 
(Months of Imports) 
(Debt Service Ratio as 
Percent of Exports) 
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Exchange Rates: 1982 a KSh 10.9; 1983 US$1l= KSh 13.4; 


1984 US$l= KSh 14.6 

* Percentage Changes were calculated in original shilling values 
prior to conversion to dollars. The Kenya Shilling, which is pegged 
to the SDR, was devalued by 17.7 percent in 1982. In 1983, the 
government maintained a flexible exchange rate as a result of which 
the Shilling depreciated by 23 percent between December of 1982 and 
December of 1983. Due to the continued depreciation of the Kenya 
Shilling positive rates of growth in Shillings may mean lower 
dollar conversions. 


** Embassy estimate. 





SUMMARY 


Kenya's economy registered impressive gains in overcoming a 
difficult fiscal crisis in late 1982/mid-1983. Buoyant coffee 
and tea prices, tough austerity measures and large infusions of 
aid from external donors such as the IMF, World Bank and the 
United States allowed gross foreign exchange reserves to rebound 
and reach record highs by early 1984. 


A new Five Year Plan (1984-88), released in December 1983, 
projected annual growth rates at nearly five percent and the 
stage seemed set for a return to economic self-sufficiency. 
Unfortunately, the worst drought of over 50 years has hit the 
predominately agricultural economy, reversing the gains of a year 
earlier, and plunging the country into its worst economnic 
Situation since Independence. 


The Government of Kenya (GOK) launched an urgent appeal in June 
of 1984 for imported food grains to offset widespread crop 
failures. Corn and wheat, the two main food crops, suffered 
production shortfalls of nearly 50 percent. The failure in food 
production is exacerbated by a soaring population growth, 
recognized to be the highest in the world. By late 1984, the 
first shipments of relief grain had started arriving at the port 
of Mombasa for onward distribution. The Government estimates 
that roughly 1.2 to 1.4 million persons will require some form of 
emergency feeding in the drought-stricken areas. 


The next twelve months will be difficult ones for the Kenyan 
Government. GDP is expected to be stagnant. Food imports have 
begun taxing the country's transportation network. The drought 
has placed severe pressures on the domestic budget with all but 
the most essential activities being curtailed or scaled down. A 
substantial financing gap is expected to occur in the 1985 
Balance of Payments, although coffee, tea and tourism receipts 
should be better than originally estimated. 


With good rains, donor aid and proper management, the Kenyan 
economy can begin to recover, but probably not before the end of 
1985. American traders and investors -- who have long regarded 
Kenya as one of the shining stars in Africa -- will be rewarded 
by perserverance and patience as the economy struggles to get 
back on track. The two main priorities of the GOK in the year 
ahead will be to stimulate food production while, at the same 
time, tackling the rapid growth in population. Opportunities for 
United States' investment will be highest in agro-industry and 
tourism, and sales should be promising in areas like chemicals, 
agricultural commodities, and computers and peripherals. 





CURRENT ECONOMIC TRENDS 


Future growth in the Kenyan economy will require continued 
improvement in the international terms of trade for commodities 
such as coffee and tea, plus the elimination of domestic 
constraints which impede expansion. The current drought only 
underscores the importance of moving quickly on policy reforms 
that will enhance agricultural output, encourage additional 
exports, and reduce the soaring population growth rate. With 
foresight and determination, Kenya could again recapture its 
position as one of Africa's most progressive economies. 


INTERNATIONAL CONSTRAINTS 


Kenya features a relatively open economy with a dependence on 
external financing that is large and growing. In 1983, the 
proportion of the total budget deficit that was foreign-financed 
through grants and loans rose to 69 percent, up from 54 percent 
in 1982. International trade comprises about 53 percent of total 
GDP. The country's ability to service its imports largely 
depends on earnings from coffee, tea and tourism, while its 
manufacturing sector relies heavily on imported inputs. About 42 
percent of Kenya's export earnings were used to purchase imported 
petroleum in 1983. Positive economic events in 1983 and early 
1984 led to favorable changes in the performance of the economy. 
During that period world commodity prices of tea and coffee rose 
to unusually high levels, a trend which was expected to be 
maintained through 1985. Tea prices doubled between 1982 and 
1984. Coffee prices rose to the 1977-79 boom period levels. 
Stable energy prices and rising commodity earnings led to a major 
improvement in the country's balance of payments out-turn during 
1983. Kenya's international terms of trade improved by 6.8 
percent, following five years of successive deterioration. The 
deficit on the current account was reduced by more than one-half 
to 172 million dollars in 1983 (the lowest level since 1977). In 
the same period, the value of exports rose by 20 percent while 
the value of imports remained at the 1982 level. The basic and 
overall balances also improved substantially in 1983 as 
short-term capital inflows doubled. The debt service ratio of 
total export earnings rose to more than 27 percent in 1983 -- a 
level of concern to Government planners. 


In the 1983-84 period, the government closely followed the 
conditions of an IMF Stand-By Arrangement and successfully met 
the criteria of limiting government budget and balance of 
payments deficits. Improvements in these areas led to a gradual 
increase in the country's foreign exchange reserves. Following 
August and September of 1982 when reserves barely exceeded one 





month's worth of imports, the level increased steadily throughout 
1983, reaching a record high by mid-1984. Total gross reserves 
were 462 million dollars at the end of June 1984. Import 
liberalization programs which had stalled in 1982 and throughout 
most of 1983 were reactivated in January 1984 when new import 
schedules (which allow for automatic import licensing of priority 
items) were released. Coupled with the improved levels of 
foreign exchange reserves, administration and documentation 
procedures for imports were quickened in the latter part of 1983 
and the first half of 1984. However, the tempo is unlikely to be 
continued in 1985, because of drought conditions which will 
considerably reduce the economy's ability to finance imports. 


An export promotion campaign undertaken in 1984 -- Kenya Export 
Year -- and the operational phase of the Preferential Trade Area 
Arrangement (covering 14 Eastern and Southern African countries) 
were inaugurated in the same year. Unfortunately these 
developments did not significantly change the trading pace and 
pattern in the region. Although the Kenya-Tanzania border was 
reopened in September 1983 and the outstanding assets/liabilities 
issue of the defunct East African Community successfully 
concluded in early 1984, there were a number of technical issues 
which hindered the expansion of trade, tourism and transportation 
between the two countries. 


AGRICULTURAL EXPORTS 


Earnings from coffee, tea, sisal, pyrethrum and horticultural 
products represent the mainstay of Kenya's export profile. 
Excluding petroleum re-exports, coffee and tea alone are 
responsible for more than 50 percent of Kenya's export earnings. 
Coffee remained Kenya's principal export industry in 1983. 
Earnings from this crop increased by a modest 1l percent compared 
to tea, the second leading foreign exchange earner which 


experienced increases of 59 percent, a reflection of buoyant 
prices throughout 1983. 


Coffee is subject to the International Coffee Agreement (ICO) 
which limits the export of Kenya's high quality Arabica beans 
under the terms of the ICO's quota arrangements. In September 
1984, a new two-year quota agreement was reached, in which Kenya 
received a modest increase in its quota -- 1.35 million bags out 
of the global quota of 59 million bags. In 1983/84 
(October-September), Kenya's coffee production increased by 36 
percent, but in 1984/85 a 50 percent fall in production is 
forecast owing to the severe drought which hit many parts of the 
coffee growing zone. However, exports are expected to be 
maintained because of a very high inventory of 1.6 million bags. 


With no international tea producers' agreement, Kenya is able to 





sell as much tea as it can produce, and tea hectarage is still 
being expanded, particularly among small holders. In 1984, 
Kenya's Minister of Agriculture and Livestock Development 
reaffirmed the country's stand against signing any such tea 
agreement. Following the Government of India's restrictions on 
the export of certain types of tea (the CTC varieties), and 
China's inability to expand its tea exports, Kenya is now the 
leading supplier of tea to the British market. However, in 1984, 
tea production is estimated to fall by 10 percent, following a 25 
percent increase in 1983. The difference is due to drought 
conditions. Average tea prices, however, rose significantly 
between 1982 (when the price per ton was 1,778 dollars) and 1984 
(average, 3,061 dollars). In spite of attempts to revive the 
production of pyrethrum (a natural insecticide) and recapture 
lost foreign markets, the export value of pyrethruym decreased in 
1983 due to poor prices. Other agricultural exports are expected 
to decline in 1984 and 1985, victims of the current drought. But 
the export of meat and meat products may actually expand 
following the abnormally high supply of cattle for slaughter in 
1984 as herdsmen were forced to sell off their livestock. 


Kenya's new Five Year Plan (1984-88) calls for agricultural 
exports to grow at an annual rate of 4.6 percent. Unfortunately, 
the current drought will call these assumptions into serious 
doubt. To a large extent, the future of the Kenyan economy rests 
on the performance of these cash crops. 


FINANCIAL CONSIDERATIONS 


In late 1982 and into early 1983, Kenya faced a major budgetary 
crisis. A weak performance in the non-agricultural sector, 
declining revenues from domestic and import sources and large 
expenditures produced a serious fiscal deficit. The Government 
moved with determination to remedy the situation, resorting to a 
painful austerity program, further devaluation of the shilling, 
and imposing a tight monetary policy. The measures worked: A 
budget deficit which had been nearly ten percent of GDP in 
1980/81 was lowered to less than four percent in 1983/84. 


By mid-1984, the budget situation showed continued improvement 
with a brighter revenue picture, tighter expenditure controls, 
and expanded credit to the private sector. On a point-to-point 
basis, consumer prices were under ten percent in the first 
quarter of 1984. 


Foreign donors played a crucial role in helping the economy 
achieve equilibrum in Kenya's Fiscal Year 1983/84. The 
International Monetary Fund (IMF) extended credits under a 
Stand-By Agreement for balance of payments financing. A World 
Bank Structural Adjustment Loan (SAL) provided $150 million and 





was intended to help the Kenyans overcome constraints in their 
trade and agricultural policies. The U.S. provided a cash grant 
of $28 million in 1983 and has committed itself to a sizable 
program in 1984. Total resources available to the GOK will 
exceed $100 million, making the United States the largest 
bilateral donor. 


The current drought has negated many of the impressive gains of 
last year. Budgetary targets on spending and revenues will not 
be met, and the balance of payments current account deficit could 
double in 1985 as the Kenyans are forced to purchase large 
amounts of food grain on a commercial basis for drought relief. 
Debt servicing is also worrisome. Total external debt is about 
$2.9 billion, and the current debt servicing ratio is over 27 
percent. Large food purchases and declining exports could push 
this even higher in 1985. 


DOMESTIC CONSTRAINTS 


The benefits of economic growth are being negated for the vast 
majority of Kenyans by the 4.1 percent annual growth in the 
country's population, the highest in the world. A function of a 
moderate rise in fertility and a sharp decline in death rates 
during the past thirty years, almost half of Kenya's population 
is now under fifteen years old. The problem of feeding, 


sheltering, educating, and employing an anticipated 37 million 


people by the year 2000 is Kenya's greatest single obstacle to 
development. 


The Kenyan economy remains rurally based, with fully 85 percent 
of its population deriving their livelihood from agriculture. 
Because of the increasing food requirements of its expanding 
population and its need for more foreign exchange earnings from 
exports of cash crops, cultivation has been expanded to marginal 
areas. Only about 20 percent of Kenya's land, however, is 
considered suitable for tilling, thus necessitating increasing 
productivity to keep up with demand. The record to date has not 
been encouraging. Fragmented land holdings, the high cost of 
imported agricultural inputs, and burdensome governmental 
involvement all act to brake rising output. 


Besides land, people, and wildlife Kenya has few natural 
resources. Only soda ash, fluorspar, gemstones, and limestone 
are exploited commercially. 


AGRICULTURE AND MANUFACTURING 


Agricultural production is still the backbone of the economy, 
accounting for approximately 37 percent of GDP. In the first 





decade after independence in 1963, farm production grew at an 
average annual rate of six percent. After 1979, however, 
agricultural output grew at only 2.4 percent, with food 
production expanding at only one percent, indicating a sharply 
declining per capita rate of food production. Since 1979, food 
production has oscillated from record surpluses to record 
deficits and back again to surplus. The current drought 
illustrates the fragility of Kenyan agriculture. The failure of 
the March-May “Long-Rains" led to widespread crop failures and 
livestock deaths. 


Smallholder production constitutes the majority of agricultural 
activity. More than half of all holdings are under one hectare 
with three quarters of all holdings smaller than two hectares, 
With the exception of wheat, smallholder production represents 
the best area for increased productivity and employment. To 
enhance output, however, Kenya must provide adequate incentives 


to farmers through liberalized grain marketing, better credit, 
and adequate producer prices. 


Kenya remains the most industrialized country in East Africa. In 
the past, manufacturing demonstrated an impressive rate of 
growth, double the rate of the economy as a whole, although as a 
sector it constituted only 13.3 percent of GDP in 1982. Growth 
in this sector has been disappointing in recent years, 
particularly among the parastatal corporations. 


ENERGY 


Energy consumption in Kenya has declined for three consecutive 
years. In an effort to conserve foreign exchange the country has 
continued to move ahead with diversifying its energy sources by 
developing its hydroelectrical and geothermal potential. A 140 
megawatt dam/power plant project on the Tana River is scheduled 
for completion in 1987 and a third 15 MW geothermal power plant 

in the Rift Valley should come on line in 1985. In the meantime 
Kenya's traditional energy sources, fuelwood and charcoal, which 
account for approximately 80 percent of all energy consumed, are 
being depleted at a far greater rate than they can be regenerated. 


To date, despite the drilling of 17 wells since independence, 
there have been no commercial discoveries of hydrocarbons in 
Kenya. On the basis of new geological data and petroleum 
deposits in neighboring countries, however, many multinational 
oil companies have shown renewed interest in exploration 
activities. The Ministry of Energy recently held a symposium at 
which it unveiled a model production sharing contract and sought 
to promote exploration interest in Kenya. The government expects 
to negotiate agreements with individual companies during the 
coming months and hopes to have drilling begin in late 1985. 





The petroleum refinery at Mombasa continues to operate at roughly 
50 percent of capacity. In 1983 exports by volume of refined 
products, once Kenya's largest earner of foreign exchange, 
declined by 26.5 percent from 1982 and dropped by 60 percent from 
1980. Half of the refinery's output is heavy distillates that 
find no ready market domestically or in the region. The Kenyan 
Government would like to embark on an ambitious expansion and 
modernization program for the refinery to bring its white product 
yield up to about 70 percent. But the specter of several huge 
refineries coming on stream in the Persian Gulf in the next 18 
months makes the program of questionable economic value. A more 
modest addition of a Merox unit and some reconfiguration of 
existing equipment now seems in order. 


IMPLICATIONS FOR THE UNITED STATES 


The United States has a deep interest in the success of the 
Kenyan economy. A considerable amount of assistance has been 
provided to the GOK over the past twenty years to encourage a 
free-market oriented growth strategy. Proposed foreign 


assistance levels for Kenya during U.S. FY-85 will be about $120 
million. 


Kenya faces extraordinary challenges in the year ahead in coping 
with the dilemma of the drought. Business activity during this 


period will be retarded and decision-making as it pertains to 
trade and investment matters will also be slowed owing to the 
understandable preoccupation with drought relief efforts. 
Throughout 1984, the issuance of import licenses and the 
repatriation of dividends proceeded more smoothly than the year 
before. There is concern that these activities could slow down 
as drought relief costs eat into foreign exchange reserves. 


Kenya's economic recovery will depend on a return to normal 
weather conditions -- and on the successful implementation of 
major structural reforms. Other variables include sustained 
growth in the global economy, continued donor support, a healthy 
performance in the key agricultural sector, and a favorable 
political environment. Progress in these areas should restore 
the economy to the levels of growth that it once enjoyed in the 
past. 


In this evolving situation, American firms can still find 
attractive investment and sales opportunities in Kenya. But 
considerable effort and patience will be required. Prospective 
investors from the United States that stand to gain are those 
that would shift value-added production into Kenya with an 
emphasis on exports. Investments in agricultural based 
manufacturing and tourism are most attractive, with sales of 
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agro-chemicals, agricultural machinery, computers and 
peripherals, water resource and irrigation equipment, renewable 
energy technology, and food processing machinery also promising. 





Wouldn’t it be nice to have a 
Washington staff to keep you 
up-to-date on all you need to 
know to steer your exporting 
business on the fast track to 
success? 

Have the next best thing. Have 
BUSINESS AMERICA, our 
biweekly business magazine 
designed especially for firms like 
yours—American exporters who 


want to grow, and American 
businesses ready to enter the 
lucrative world of exporting. 
BUSINESS AMERICA is 
more than a magazine. It’s 
virtually an exporter’s service. 
We give you country-by-coun- 
try marketing reports, incisive 
economic analysis, worldwide 
trade leads, advance notice of 
planned exhibitions of U.S. prod- 
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Staff in Washington 


ucts worldwide, and success sto- 
ries of firms like yours. We'll 
keep you posted on what’s hap- 
pening in government and on 
Capitol Hill that could affect 
your business and your profits. 
A subscription to BUSINESS 
AMERICA will put our export- 
ing experts at your fingertips— 
we give the phone numbers of 
our authors in every issue so you 


Mail to: Superintendent of Documents, U.S. Government Printing Office, 
Washington, D.C. 20402 


L1 Yes! 


Name 

Organization 

Address 

CRG a es 


DOC/BAI 
8/84 


State 


Country 


I want to put BUSINESS AMERICA to work for me. Send me the 
next 26 issues (one year) for only $57 ($71.25 foreign). 


UO 


can call with your specific ques- 
tions, and get the answers you 
need to make savvy exporting 
decisions. 


Put BUSINESS AMERICA to 
work for you. Use the order form 


below to start your subscription 
today. 


U.S. DEPARTMENT OF COMMERCE 
International Trade Administration 


BWA MER 


Here’s my check made out to the Super- 
intendent of Documents. 


C] Charge my VISA or MasterCard No. 


CITTIT TTT Tt tt tt tT) 


(Signature) 


(Expiration Date) 





Export Regulation Information 
. .. In Response to Your Inquiry 


Then go to the source for your answers. 
Co nfu sed a bo ut FX po rt The Export Administration Regulations, a 
ss a . comprehensive guide to the rules control- 
Licensi n Re ul rements? ling exports of U.S. products, answers 
g q s your questions on export licensing 
requirements: 
e When is an export license necessary? 
e When is it not necessary? 
¢ How do! obtain an export license? 
What policies are followed in consider- 
ing license applications? 
How do | know when the policies 
change? 
Are there restrictions on exports to cer- 
tain countries? 
Are restrictive trade practices and boy- 
cotts prohibited? 
¢« Do | need a license to ship technical data? 
e Where can | obtain help? 


At no additional cost, subscribers receive 
supplementary Export Administration Bul- 
letins which explain recent policy changes 
and provide replacement pages to keep 
your set of regulations up-to-date. 


Use the order blank below to begin your 
subscription to the Export Administra- 
SUBSCRIPTION RATES tion Regulations. 
In the United States $68.00 
To foreign countries $85.00 


All Bulletins sent first class to 
both foreign and domestic ad- 
dresses. Airmail service not 


available. 


MAIL THIS ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 
ee Credit Card Orders Only 
Enclosed is $_______ L) check, VISA® Total charges $______ Fill in the boxes below. 
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Deposit Account No, cttio., Cio LoL ea 
Litto (ween) Sipiciaseextone 


Order No. Month/Year |. oh cheese 


Please send me sets of the U.S. Department of Commerce 

Export Administration Regulations and supplementary Export Adminis- 

tration Bulletins for the publication period beginning October 1, 1984. For Office Use Only 

Name—First, Last Quantity Charges 
Enclosed 


rae 3 To be mailed 
Company name or additional address line 
Subscriptions 





Street address 


City Zip 





(or Country) 
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